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Dear Ms. Salas:

On Tuesday, March 3, Michael Elling, Bo Fifer and the undersigned of Prudential
Securities Inc. ("Prudential") met with Commissioner Tristani and Paul Gallant of the
Commission to discuss issues in the above-referenced proceeding. The views expressed by
Prudential's representatives are included in the attached material which was distributed at the
meeting.

In accordance with Section 1.1206 of the Commission's rules, an original and two
copies of this filing are being submitted to you today. Please direct any questions concerning
this matter to me at (212) 778-2356.

Sinceff/
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cc: w/o attach - Commissioner Tristani



c-Block Reconsideration
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March 3, 1998



Introduction

• l'he C-block is viable in spite of:

==> continued uncertainty on the C-Block restructuring

==> the perception that C-block licensees overpaid.
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• The FCC can make the C-Block comnlercially viable and keep
itself whole without affectine the NPV of the winlling bids or the
pro forma outcome of the auction.

• The outcome of the reconsideration is critical to the FCC in
achieving its original goals: to foster competition and permit entry
!!y small businesses and entrepreneurs.



Introduction

• Significant C and F-Block goals achieved already by the FCC:
:::::> 1/3 of thc PC'S spcctrlHl1 granted to stnall businesses/ entrepreneurs

~ Dnl\Vn hids of over $10 hillion fr01TI over 160 desi£natcd entities
'-

~ Attracted ovcr $1 hill ion 1'ron1 US and foreign investors
'-

::=} Catalyl.cd investlllcnt of an estinlated $500 111111 in infrastructure

• Rational modification of the C-block will:
~ help the FCC preserve the value of the original bids

~ support the value of the C-hlock licenses.
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• The FCC is within reach of fulfilling its goals on the C-block and
should not reverse the progress it has made to date.



Introduction

The C-Block has been impeded by:

• Delay in 1icense grant

=> 111caningful and irrevocable c0111pctitivc advantage to inCl1Inhents

• Suspended interest paylncnts

=> on~oin!! rcstructl\rin~ of the license ()hli~ations
~ ~ ~. ~

=> invcstn1cnl "'frozcn~' hy uncertainly

• (Jlul of spcctrUl11

==> drivill!! valucs do\vn
~

==> creating invcstor confusion
~
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Introduction

• Status Quo options currently available to the C-block will:

==> Bolster incUlllbcnts' first Inover conlpetitivc advantage

~ Pcrillanently linlit C0J11PClilivc entry into the wireless industry

~ CClllcnt the slignlLl associated with the ("-hlock in the invcsllllcnl cOllln1unity

===> Insure that C-hlock licensees rCI11ain out of the rc-auction process

~ Enahlc inculllhcnls to ohtain control of valuahlc spcctrulll at firc sale prices

=:> Reduce or cl iJlli nate access to pes spcclrUlll by the resale conll11un ity
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Introduction 6

• rfhe digital wireless industry is only now beginning to show signs
of operational success:

==> Strong suhscriber 2ains..... '-

• 40 l !c of gross wircless suhscrihcr adds
"-

:=> High and in S0l11C cases increasing ARPUs
• $60.00 to $70.00

=:;. Higher than projected usage
• 300 to 40(} Ininutcs

==> Decreasing pcr-1l1inutc costs
• as low as $.10 rclai I (Sprint pes)

==> The public l11arket valuc of NcxtcL which has increased frolll $20 to S65 per
POP over the past (-) nlonlhs~ has dClnonslralcd the ahil ity or the Inarkel to react
quickly in re-cvaluating positive operating news
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Summary Recommendations

The reconsideration points put forth herein:

~ Reinforce the FCC~s original intentions of the C-block

:::::> PrOn1otc the financial viability of C-hlock licensees
~ Do not affect the net present value (NPY) of the C-hlock asscts
~ Do not affect the pro fOrinil outC0l11C of the auction
~ Do not constitute a free "givcback~~ by the FCC
:::::> Work for all C-Block licensees~ large and sinall
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Recommendations:

1. Pern1it use of full down paynlcnt for disaggregation and prcpayll1cnt options

") Allow flexible use of options on an MTA basis
3. Elinlinate Suspension Interest
4. Pennit C-hlock licensees to participate in the re-auction
). Apply an NPV to the prepaynlcnt option
6. Capital i/.e interest for a period of fi ve ycars

·-----r
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Recommendation 1

• Permit use of full down payment for disaggregation, prepayment
options and early interest payments

!'!!!pact of 1000/0 Down Payment Recovery for Top 20 BTAs
(Dollars in thousands except per POP figures).
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Disag Option Prepay Option
50% of Downpmt. 70% of Downpmt.

100%
of Downpmt.

Uses of Funds

Purchase Licenses
per POP

Penalty
per POP

Avg. Lie. Cost/Pop (face)
Penalty % of Pop Cost
Amount of Financing Foregone(1)

(1) Assume 3:1 debt:eauitv ratin

270,494
$2.66

270,494
$2.66
29.21
8.3%

811,480

378,691
$3.71

162,296
$1.59
49.38
3.1 %

486,888

540,987
$5.31

$47.79



Recommendation 1

• Rationale
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~ Elinlinates write-off of existing investnlent and associated stiglna.

~ C-hlock bidders didn "t do anything wrong .. and shouldn't he penalized.

~ Penalty is severe: Penalties could he as JTIuch as $270 .TInl for top 20 BTAs.
actual net bids for the tnp-')0 BTAs in the F-block totaled $292 nlillion.

:::::> Inlpact on rc-auction 1l1ay be relatively .ninor: Only 4-6 Inillion P()Ps ( 1.5­
2.5 th of total) avai Jahlc with incrCIllcntal down paynlcnt on top 20 Bl'As at
average hids in the original C-Block...... ....

==> The incrClllcntal recovery of the down paynlcnt creates a larger equity hase. and
facilitates incrClllcnlal dehl financing nrapprox. $150 - $XOO Inillion ($1.){)­
$X.OO / pop).



Recommendation 2
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• Enable licensees flexible use of one or more options on an MTA
basis

==> PerInit C-block carriers to fashion optimal financeable footprint ­
geographic and bandwidth-wise

==> Perlnit licensees to selectively reduce bandwidth - and associated
FCC debt bringing per pop cost in line with the A,B,D'lE and F
blocks

==> Preserve NPV and pro forma outcolne integrity of the origi nal
auction



Recommendation 3

• Eliminate Suspension Interest Payment

11

~ C-Block auction winners have not had effective use of their
licenses

==> Reduces imlnediate fundraising requirelnent

~ Insures all funds raised go to capex and operating requirclnents



Recommendation 4

• Permit C-block licensees to participate in the re-auction
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~ Support original intention of C-block: foster cOlllpetitiol1 and facilitate entry

into pes by sinall ousinesscs and entrepreneurs

==> Enable C-block licensees to average down their license cost/ Pop

==> Enahle C-block Iiccnsccs to strategically adjust footprint

==> No affect on NPV or pro fornla OU1C0l11C of original auction

==> Create floor and/or 1l1axilllilC revenue ~encrati()n
'-

==> Create additional bidder uCI1Hlnd for the spectrUI11 which translates into hi~hcr

.
pnces



Recommendation 5

----- ---------~-~~~-~-~---T--"
I

13

• Apply an NPV to the prepay option:
Original
Auction

Original net bid amount
Less down payment
Less FCC financing benefit @ 6.50/0
Less prepayment application of NPV

Market Value of FCC License Debt

$100.0
10.0
35.0

NA

$55.0

Status
Quo

$100.0
10.0

NA
NA

$90.0

Prudential
Recommendation

$100.0
10.0

NA
35.0

$55.0

• Rationale

~ As currently put forth .. the prepaynlcnt option actually increases the NPV or the
C-hlock bids ahovc the original auction results

~

==> Preserves NPY of original auction

=> Docs not alter pro fOrJ11Ll OU1C0J11C of (1ucl ion

=> Provides saille cconofllics to the FCC as ori~inal auction....



Recommendation 5 (cont'd) 14
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• The Government financing benefit

provided a below market cost of capital

to the Entrepreneur Block in order to

pronl0te:

==> C0l11petition

=> Diversity of ownership

==> To Illect Congress" 111andate to
"-

create opportunities for slnall
husincsscs, WOlllcn and 111inorities

High

R
E
T
U
R
N

Low

Low

Par

RISK

Below
Par

6.5% FCC

High

C-block



Recommendation 5 (cont'd) 15
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Cash Flows

NPV @ 10.0%

Cum. Interest

• Analogy of Prepayment Option: Bank Mortgage
Scenario A: 10% Coupon Rate

Year 1 Year 2 Year 3....... Year 28 Year 29 Year 30

Cash Flows $10,000 $10,000 $10,000 $10,000 $10,000 $110,000

NPV @ 10.0% 100,000

Cum. Interest 300,000

Scenario B: 6.5% Coupon Rate
Year 1 Year 2 Year 3....... Year 28 Year 29 Year 30

$6,500 $6,500 $6,500 $6,500 $6,500 106,500

67,000

195,000

NPVof lost
interest payments $33,000

Cumulative Interest
Saved by Borrower $105,000

Cumulative Interest
Lost by Lender $105,000
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Capitalize interest for a period of four years:( 1)

IMPACT OF INTEREST DEFERRAL ON TOP 20 BTAs

f"'
,
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Uses of Funds

Infrastructure and Build Out
Working Capital and Operating Expense
License Interest
Other Interest

Total Uses of Funds
Total Cash Savings

License Debt in Five Years

Before Deferral

Per POP Total

$25 $2,548,485
10 1,019,394
12 1,265,910
13 1,274,243

$60 $6,108,032

$4,868,886

After Deferral

Per POP Total

$25 $2,548,485
10 1,019,394
o

II 1 ,274,243

$48 $4,842,122
1,265,910

$6,288,544

Deferral reduces cash funding requirements by 30% during the first five years

(1) This scenario assumes elimination/deferral of suspension interest



Recommendation 6

• Rationale

=> Significantly reduces default risk

:::::> Reduces overall cash need to hreak even

:::::> Applies Illorc of the proceeds to tangihle assets rather than deht service

:::::> Enhances licensees' ability to attract invcstnlenl and vendor financing

~ NPV-neutral. keeps FCC whole
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:::::> Increases succcssful oulcOlllC for the C-block which preserves aucl ion value

received hy the FCC

:::::> Quid pro l/lfO - accelcrated hui Id out schedule



Summary - Keeping the FCC Whole

Adjustment

• IOOlJ( Recovery by C-hlock participants of Down Payment (Note I)

• Flexihility of ()ptions on an MTA Basis

• Participation in Rc-Auction

• NPY Applied to prcpaylllent Option

• Interest Defennent
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Effect

None

None

None

None

None

r

• Rc-uuction of the C-Block speclrUJ11 at average prices received for the D~ E and F­
B)ocks~ adjusted for MHz~ would result in proceeds otT approxilnate)y S2.5 h.iJJi(~.J.l.~
or $7.5 hillion less than the ori~inal auction.
..:...:...:.-~~..;;......::..;...:..:...;.....:-::..-.;:....=..:..c...~:...;;...::.::.~...:...=:..•_. '-

Note I: Eliminale~ a ~()(/( penally which cuuld generale as much as S300 milli()I1 in 1"l~\'l'lllll' lp till' ~·CC

(~lppn )x. S I .15 IX'I" P()p).


